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Regions Wealth Podcast

Episode 3: Footing the Bill for Family

You know what combination gets complicated really fast? Money and family. Shouldyou
investinyour cousin’s startup? Pay your mother’s rent? Whataboutyour kids’ college tuition
oradown payment?Private WealthManagement Regional Executive Lee Blank joins usin
studio to discuss the implications of lending money to aloved one,and what you can do to
protectyourself before financing your family.

Episode Transcript

Anne Johnsos:

Welcome to Regions Wealth Podcast, the podcast that tackles life’s challenges with financial
experience.l’myourhost Anne Johnsos.Youknow whatcombination gets complicated really
fast? Money and family. Should youhelpfund your cousin’s start-up? Pay yourmother’s rent?
What aboutyourkids’ college tuitionor adown-payment? Joiningme in the studio is Lee
Blank.He is a Market Executive and Regional Private Wealth Executive with Regions. Lee
thanks forjoiningus.

Lee Blank, Private Wealth Management Regional Executive, Regions Bank:
It’s my pleasure to be here.Thankyou for having me.

Anne:

In this episode we are talking about footing the bill for family. We’ve taken frequently asked
questions from abunch of people and developed a character who needs your advice. Let’s
listen.

Sara Beth:
Hithere,’m Sara Beth.I’m 68 years old and awidow.And I’'m here today to talk to youabout
my 40-year-old nephew,Holden.

We had really high hopesfor Holden,but he hasn’t beenable to find a consistent career.He
spent afewyearsin New York City working in real estate but that didn’t pan out. Tough
market, | suppose.Then he got marriedto a great girl. But that only lasted a few years — the
marriage and the job.He lived in Europe for a while after that doingwho knows what. Anyway,
I’m offon a tangent.What we really need to talk about is his company.He approachedme a
fewyearsago about how he’d finally found his passion. He wanted to design men’s
accessories — socks,bowties,and the like. He had abunch of designs and patternsthat he
was sure would sell. He showed me abunch of folders and basicallywanted meto invest. He
was asking for about $5,000. He said the manufacturersneededthat muchright away to get
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started. He offered me astake in the company but didn’t say anythingabouthow muchit
would be,or when he saw me making my moneyback. | know it seems kind of fishy. But at the
sametime,| had the money.He’s the closest thingl haveto ason,and I’d never seen him this
excited about something.So | gaveitto him.I didn’teven have him draw up papers.

Anne:
So Lee,how often do you hear about families asking for money fromeach other?

Lee:

Wellinterestingly enoughit’s probably the number one way thatsmallbusinesses start. |
mean you can look at the statistics,but family and friends are how manysmallbusinesses get
started,so it’s not unusualto approach afamily member to participatein anew business.

Anne:

In fact, to reiterate what you just said, according to the U.S. Chamber of Commerce 30% of
entrepreneurs use money from friendsand family to fundtheir start-up. So, what metrics do
you recommendfor people deciding whether or notto ante-up? So if Sara Beth is looking at
hernephew,what shouldshe belookingatin terms ofif it’s worth it?

Lee:

Well I think generally with afamily member youneed tounderstand: did they knowthe
business they are gettinginto? Did theyhave aplan? Have theythoughtit through orare they
justtakinga wingand a prayer? And really just asking afew simple questions about “do you
haveaplan? How do you propose to do this business?” — just simple questions. And then just
sit back and listen and you will learn a lot,and figure out whethertheyreallydo have acourse
ofaction orthey are just out there trying somethingnew.

Anne:
Sara Beth saysthere was no paper,there was nothing,there was no promise about whento
get it paid back. How formal should these arrangements be between family members?

Lee:

Theway | always like to approachiitis: do you still want to have Thanksgiving dinner with
them? And the best way to think about that is if you want to makeit an investment and take
the personal relationship out of it so that you can still be family. It’s better to putit on paper
evenifinyourheartyou knowthisis probably not goingto work out. It will at least giveyou a
separation between that event and being afamily because generally —money and families —
that’s probably oneofthe number oneproblems we face asindividuals.

Anne:
What would you puton that paper?
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Lee:

Iwould putonthe paperthat:1)I've madethe agreement thatl’'ve investedthis money.2)
What is the expectation for that money eitherbeing an investment oraloan? Because aloan,
what are the repayment terms,howis that moneygoingto berepaid to me,orifit’s an
investment how long will this investment be, what my return couldbeif it succeeds,and then
what happensifitdoesn’t succeed? | think which is — anything you would doin anormal
business agreementifyou cameto the bankforaloan —we’re goingto address all of those
questionsand it’s better to have thatin writing. Again, it tries to remove the emotion so that
you can be family and good business partners.

Anne:
That'sagood pointabout clarifying whetherit's an investment or aloan. Explain the
differencein terms of theimpact onyou,asthe personputtingin your money.

Lee:

Thedifference between an investmentand aloanis an investmentis ownership in the
company.That meansyou haveastakein thecompany,andyou arerepaid whenthat
company eithersells or some transaction occurswith the business.Aloan is moneythatis
given to the company to purchase something —inventory,equipment—and you have a
specified plan for the repayment of that loan with an interest rate,monthly paymentand a
time commitment that the loan will be paid in full.

Anne:
So, would Sara Beth ask different types of questions of Holden if she’s thinking her
contribution is goingto be an investmentversusaloan?

Lee:

Ithink the questions either way would be the samebecause I think that wouldbe whatyou
would wantto doinorderto determineit.l thinkit would be:whatisyour plan? How are you
goingto accomplish your plan? How are you going to manage your finances and what do you
seethis businessin a year,threeyears,five years? And just really more ask questionsto see 1)
how committed heisto theidea;does hereally have aplan,and does he have away to make
it happen?

Anne:
So Sara Beth is retired. Should that factorinto her decision to helphim?

Lee:

Definitely.l mean,sheisin a position where she’s not generating new income, she’sjust living
onwhatshe’saccumulated. Now she may be blessed to haveenough resourcestobe able to
dothat,butin orderto be prudentyoustill needto have aplan andit’s good for the other
individual to hold themaccountable and see what they’re madeof.
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Anne:
Alright,so now we’re going to hear what happens next.

Sara Beth:

So it’s been acouple ofyears now. I’m alittle concerned by the fact that Holden hasn’t
discussed repaymentyet.l’'ve seen someof his merchandise. He’s got awebsite and | saw
some of his socks at a boutique in Raleigh last year,so | knowit’s areal business,but I’'m
havingahard time seeinghow he’s making any money from this. He bought abrand-new
Mercedes last year so he must be doing okay.

Anne:

S0, a 2009 survey by CNN Money reported27% of people who lent moneyto family or friends
didn’treceive anything back and 43% were not paid back in full. So when it comes to these
typesofloans,howshould repayment be handled?

Lee:
The best scenario is always to have it down on paperon thefrontend, but as we’ve seen with
Sara Beth and many, many other familymembers, that’s notthe case.

[thinkin this case Sara Beth should just sit down with her nephew and say, “I’'ve seen that
you’ve had somesuccess.|’ve seen how great you’ve done. I've seen your socks in Raleigh. I've
seenyoursocksonyourwebsite.l also seeyou’redrivinganew carso congratulationson the
success. | would really like to sit down and understand about how myinitial investment or
loan with you how we’re goingto work out our arrangements to havethat repaid.” And then
justkind of be quiet and listen.

Anne:

Sara Beth didn’tdraft anything to begin with,but should she be looking for updatesor looking
atthe books? Should she belooking for reportsfrom Holdenas to how the business reallyis
doing?

Lee:

Yeah.lthink especially since there wasn’t that much formality at the beginning of it,now is
thetimeto establish that.And part ofitis, “hey, I’'ve seen your success,seen what you’re
doing.1 would like to kind of understand how the business is going.” Many small businesses
don’tdo formal accounting,so bank statements are a great way to seeit. Or there are tax
returns.Ifthey arefilingas a sole proprietorship orifthey are filing as asmall business as a
corporation and however they structured the business, therewill be ataxreturn and that’s
probably the most beneficial way to see what’s goingonin the business.And ifyou are
probably SaraBeth,you haven’tspentawholelot of time looking at those,so that’'swhere|
would ask my advisorto look atitand tell me whatyou’re seeing.
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Anne:
OK. So let’s listen to this next bit.

Sara Beth:

Now he’s asking me to invest more money. This time he’s saying $20,000 and he does actually
have paperwork.He saysit’sfora 5% share,but| have noideawhat to make ofit. Idon’t
know if the numbers he’s showing me are legitimate and it’s all starting to feel a little weird.|
would like a bit of guidance but I’'m hesitant to approach our family lawyer about this.

Anne:
Ooh.Okay. So, Lee,what’s yourinitial reaction to this new request?

Lee:

Thereissomething weird there.Ifhe’s bringingadocument thatasks for $20,000 and it’s
worth only 5%, wouldwant to understand I’'m getting 5% of what?1 need to understand your
financial situation.How this investment is going to beimportantto the business and what you
expect from thisinvestment,and moreimportantlywhat does it mean for me?

Anne:
When he asks for this $20,000 and then promises a 5%, what should she be asking to see to
prove what the businessisworth?

Lee:

Thatiswhereyou’ve got to see thefinancial information.You’ve gotto see what would be a
balance sheet and anincome statement. Those are the two primarythings. Theincome
statement will show you howmuch revenue theyare generating, what the cost of generating
that revenue,and what the profits are in the business.And thenthe balance sheet will show
you whattheinventory,whatthe cash on handis,whatever other debtshe may have,and
really showyou whatthe value ofthe company is. So the income statement is all about what’s
happening from what we wouldsay is the cash flow, the operationsofthe business and the
balance sheets, kind ofthe outcome,what doesit look like from avaluation standpoint.

Anne:
Should shebe askingto see ortalk to otherinvestors?

Lee:

Thatwould be agreat question.Who elseisinvestingin your company? If this is 5%, who’s got
the other95%,and what’s the value of those sharesor their ownership versus whatyou’re
askingmeto do? So that’s a very good question.

Anne:
So how might taxes play into a $20,000 loan or investment?
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Lee:

That’sagreat question.You know ifit’s an investment then you establishwhat would be
called acostbasis, so the value ofyourinvestment whenyoufirst make it is $20,000.
Everybody hopesit’s goingto go up and you make awhole lot more money. But the otherside
is if it goes bust then you’ve lost$20,000,and if it’s formal you can take a $20,000 loss on your
taxes. The business would lose and just go out of business. Ifit was a loan and the loanis not
repaid,that’s where the borrower would then —ifit’s a sole proprietor specifically — he would
end up having $20,000 ofincome that the IRSwould say he got because he didn’t repaythe
loan.Soyes,there aretax implicationswhetherit’s an investment oraloan.

Anne:
With a $20,000 loan orinvestmentand a 5% share in the company, should Sara Beth have any
expectation of shapingthe company’s growth or trajectory?

Lee:

At 5% you don’t have much influence. That'swhy youreally need to know what percentage
valuethat $20,000is of the entire company. Because you mayfind outit’s 51 or 52% and then
in that caseyou shouldhave awhole lot of say and shouldexpect to have awhole lot of say.
So that’swhy it’simportant to really understand what yourcontributionor what your
investmentisand how it relates to the overallownership of the company.

Anne:

Attheend ofthis she says, “l would like a bit of guidance but I’'m afraid to, or hesitant to
approach the family lawyer.” Isthis agood time to get that lawyer’s advice or a financial
advisor?

Lee:

Definitely.l would just swallow my pride alittle bitand go in and tell my storybecausel
guaranteeyou that advisor has seen this exact scenario manytimes and theywill be able to
helpyou thinkthroughitand work through it. So I think it’s most prudent to go ahead and
have that conversation.

Anne:
Attheend of these podcasts, we like to offer some takeawaysfor our audience,something
they can tell their friends. So,what are some takeaways for Sara Beth or for anyone listening?

Lee:

I'think thefirstthingis, is you need to go into it as “is this money | expect to get back?” That’s
thefirst question you needto ask yourselfand then the next question youneed toaskis “how
is my money goingto beused and how do youintend torepay me?” I think that’s the second
one.Andthenthethirdisinvolvingsomeone as it gets more complicated as a third-party
intermediary so that youcan remain family.

www.regions.com/wealthpodcast



FUN
REGIONS

Anne

Thanks so much for thatinsight,Lee.’m sure for people who recognized themselvesin Sara
Beth’s story,it’s nice to know thisis a tricky situation for a lot of people,but there are things
you cando to protect your moneyand your relationship.

Anne

And thanksto all of you for listening. Every episode is a new story with new insights from a
Regions advisor.We hopeyou’ll continuetotunein and share us with a friend who might
enjoy Regions Wealth Podcast.

Anne:

Copyright 2019 Regions Bank, member FDIC,Equal Housing Lender. This information is
general education or marketingin nature and is notintendedto be accounting, legal, tax,
investment or financial advice. Statements ofindividuals are their own—notRegions’. Consult
an appropriate professional concerning your specific situation. This podcast isintended for
educational and marketing purposes only. Thepeople and events arefictional but represent
realissues. No identification with actual personsisintended or should be inferred.

Copyright 2019 Regions Bank, member FDIC, Equal Housing Lender.

All non-Regions' owned apps, websites, company names, and product names are trademarks or registered
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This information is general in nature and is not intended to be legal, tax, or financial advice. Although Regions
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